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Abstract - This study aimed to analyze the effect of working capital management on the   
profitability of consumer goods industry sector listed on the Indonesia Stock Exchange during 
the period 2009-2013. Number of observations in this study was 140 observations. In order to 
know the relationship occur among the independent variable (Average Collection Period, Inventory 
Conversion Period, Average Payment Period, and Cash Conversion Cycle) on Gross Profit 
Margin using the multiple linear regression analysis model, F-test and t-test was conducted. The 
control variables that were used in this study for the measurement of  working  capital  
management  are  Firm  Size  and  Leverage.  The  study established that gross profit margin was 
positively correlated with Average Collection Period and Average Payment Period but negatively 
correlated with Inventory Conversion Period and Cash Conversion Cycle. The relationship between 
Inventory Conversion Period and Cash Conversion Cycle with Gross Profit Margin was 
insignificant. For the control variables, only debt ratio was positively correlated   and significant 
with profitability. While firm size was negatively correlated and insignificant with profitability. The 
results suggest that managers can increase   profitability of consumer goods industry sector by 
reducing average collection period and cash conversion cycle. 
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1. Introduction 
Global economic uncertainty and free trade, requires every company to step ahead of the competitors. 
The Company aims to produce a profit as much as possible, enlarge the scale of the business, and 
maintain the viability of the company. The Company will conduct various activities to achieve the 
objectives that have been set. Therefore, companies should consider the decisions that will be taken 
include three areas: Capital Budgeting, Capital Structure and Working Capital Management (Ross, 
Westerfield and Jaffe, 2003). Working Capital Management (WCM)  decisions are very important and 
strategic because they affect the firm profitability and firm value. The main objective of working 
capital management is to reach optimal balance between working capital management components, 
receivable, inventory and payables and using the cash efficiently for day-to-day operations 
(Gill,2011). 
Optimization of working capital balance means minimizing the working capital requirement and 
realizing maximum possible revenues (Ganesan, 2007) 
 
2. Literature Review 
Several studies have shown that there are different effects of each variable on the profitability of the 
company's working capital. Murhadi (2013) conducted research on working capital management and 
profitability in the period 2008-2011 on the Stock Exchange company incorporated in the LQ-45 and 
out the financial sector. The results of this study indicate that the Average Collection Period (ACP) 
and the Cash Conversion Cycle (CCC) does not affect the profitability of the company, while Average 
Payment Period (APP) and Inventory Conversion Period (ICP) significant positive effect on the 
profitability of the company. Murhadi (2013) also found that leverage significant negative effect on 
the profitability of the company. Leverage will reduce profitability because interest expenses will be 
greater than the benefits of the tax savings. Another study conducted by Vural, Sokmen, and Cetenak 
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(2012) who found that there was a significant negative correlation between the ACP, ICP and CCC on 
the profitability of the company. Shortening the ACP and the CCC can increase the profitability of the 
company. Companies can roll back the money obtained into other investments. While research 
Rahman (2011) found that there is a positive relationship between working capital efficiency and 
profitability ratios. In this case the company must reduce the CCC become shorter and manage 
working capital more efficiently to improve the profitability and performance of the company. 
 
3. Research Methods 
This study uses secondary data from companies in the consumer goods industry sectors listed on the 
Stock Exchange 2009-2013. Independent variables used in this study is the working capital : ACP, 
ICP, APP, and CCC. The dependent variable is the profitability of the company : Gross Profit Margin 
(GPM) obtained from the company's operating gross profit divided by sales. GPM is used as the 
dependent variable because this ratio reflects the operational activities of the company earnings 
results that are not affected by financing activities. While the control variables used in this study is 
the firm size measured using Ln (total assets) and leverage as measured by debt ratio.  
Multiple linear regression models were used in this study is based on Murhadi (2013), DELOOF 
(2003), and Enqvist, Graham and Nikkinen (2012), namely: 
GPM = β0 - β1.ACP + β2.SZ + β3.DR + u                            (1)  
GPM = β0 - β1.ICP + β2.SZ + β3.DR + u                              (2)  
GPM = β0 + β1 .app + β2.SZ + β3.DR + u                            (3)  
GPM = β0 - β1.CCC + β2.SZ + β3.DR + u                            (4) 
 
4. Result and Discussion 
This study used a sample of listed companies in the consumer goods industry sector during this 
period and have to meet certain criteria in order to obtain 28 companies. Descriptive statistics are 
shown in Table 2. 
Tabel 2 
Descriptive Statistics 
 N Minimum Maximum Mean Std. Deviation 
GPM 
ACP 
ICP 
APP 
CCC 
SZ 
DR 
140 
140 
140 
140 
140 
140 
140 
8,19 
4,65 
22,41 
2,00 
-2,14 
11,34 
,09 
71,86 
161,62 
322,07 
131,06 
349,15 
18,17 
,90 
35,1553 
55,3023 
110,2471 
39,2845 
126,2649 
14,2152 
,3967 
18,12147 
35,76852 
59,62852 
26,91379 
76,74066 
1,62139 
,17409 
In Table 2 it can be seen that the average Gross Profit Margin of the company is 35.16% with 
average collection period of 55 days, inventory conversion period is 110 days, average payment 
period of 39 days and cash conversion cycle of 126.26 days. Cash conversion cycle in this descriptive 
analysis is a measure of the efficiency of working capital management company. While the average 
value of firm size is 14.22 and the average composition of debt to total assets reached 39.67%. Based 
on the survey results revealed that each of the multiple linear regression model in this study has been 
free from heteroscedasticity, multicollinearity, and autocorrelation and have to meet the assumptions 
of normality. four model are developed to find the significant relations between working capital 
management variables with profitability: 
GPM = 31,394 + 0,140 ACP + 0,775 SZ – 37,783 DR + u  
GPM = 57,316 - 0,001 ICP – 0,335 SZ – 43,702 DR + u  
GPM = 47,784 + 0,170 APP – 0,096 SZ – 45,208 DR + u  
GPM = 56,488 + 0,003 CCC – 0,322 SZ – 43,268 DR + u 
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The results of the relationship between the independent variables and control variables on the 
dependent variable are presented in Table 3. 
Tabel 3 
Inferential statistics for WCM components against Profit   
Variabel Dependen: GPM (Gross Profit Margin) 
Variabel 
Independe 
Model 1 
Beta 
 
t 
Model 
2 
Beta 
 
t 
Model 
3 
Beta 
 
t 
Model 
4 
Beta 
 
t 
Ekspektasi 
n                Constanta 31,394 2,199
* 
57,31
6 
4,533
* 
47,784 3,908
* 
56,488 4,285*  
ACP 0,140 3,293
* 
           Negatif 
ICP    -0,001 -0,025         Negatif 
APP       0,170 3,374
* 
    Positif 
CCC           0,003  0,170 Negatif 
SZ 0,775 0,835 -0,335 -0,372 -0,096  -0,111 -0,322  -0,357 Positif  
DR 
- 
37,783 
- 
4,581
* 
- 
43,70
2 
- 
5,124
* 
 
-45,208 - 
5,616
* 
 
-43,268 - 
4,985* 
Negatif 
F 14,617*  10,19
1* 
 14,839
* 
 10,202
* 
  
R2 62,6%  62,4
% 
 63,2
% 
  62,4
% 
   
* Sig at α = 5% 
 
Table 3 presents the results of inferential statistical tests were performed on models 1, 2, 3, and 4. The 
results of this study are consistent with previous studies conducted by Muhammad, Jan and Ullah 
(2012), Jayarathne (2014) and ElvaJunine (2012). The increase in the invested company in the form of 
receivables could increase the proportion of credit sales of total sales that the company's profitability 
will also increase (Manullang, 2005, p.38). Companies can slow down the payment term credit sales if 
the benefits of increased sales is greater than the cost of bad debts and the opportunity cost (Murhadi, 
2013). Model 2 shows that the partial effect is leveraged while ICP and firm size had no significant 
effect. Model 2 shows that ICP negative but insignificant effect. This indicates that the acceleration of 
the conversion period inventory conducted by the company does not lead to an increase or decrease of 
the profitability of the company. The results of this study are consistent with previous studies 
conducted by Vural et al (2012) and Osundina (2014). Osundina (2014) suggests that the inventory 
conversion period is too long to have a greater percentage of damage on raw materials and finished 
goods, this will lead to low profitability of the company. Companies that are too long to invest in 
inventory will lead to an increase in storage costs, maintenance costs, and opportunity costs that the 
company's profitability will decline. Inventory conversion period must be managed efficiently by 
speeding up the time of conversion of raw materials into finished goods  then sold to the market. If the 
company can accelerate the conversion period, the supply of available funds may be used for other, 
more profitable investments. In model 3 shows that the partial effect is APP and leverage while firm 
size had no significant effect. Model 3 shows that APP positive and significant impact on the 
profitability of the company so that the third hypothesis is accepted. The results of this study are 
consistent with previous studies conducted by Murhadi (2013), Rahman (2011), Mathuva (2010), 
Jayarathne (2014), and ElvaJunine (2012). The longer the company to pay the debt then profitability 
will increase. Companies can use the first available cash to invest in short-term assets that are liquid to 
generate income that can increase the profitability of the company (Murhadi, 2013). Although debt 
payments can be slowed, companies still need to adapt them to the maximum limit for payment of 
debt that has been determined by the creditors. By doing so, debt payments can be slowed down 
without damaging the reputation and credibility of the company.  
In model 4 indicate that the partial effect is leveraged while the CCC and firm size effect is not 
significant. Model 4 shows that the CCC positive but not significant effect on the profitability of the 
company. The results of this study are consistent with previous studies conducted by Murhadi (2013) 
and Osundina (2014). Murhadi (2013) argued that although the company is able to shorten the cash 
conversion cycle, but this was not a significant impact on corporate profits. This is due to the average 
cash and cash equivalents of the company is relatively low at 20.78% of total current assets.The 
results of this study are consistent with previous studies conducted by Nilmawati (2011). Nilmawati 
(2011) suggested that the size of the company negatively affect the profitability of the company, this 
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means that companies with a large size would have a lower profitability. According Falope and 
Ajilore (2009), small companies easier to control the assets. However, the results in this study no 
significant effect so that firm size does not lead to an increase or decrease in the profitability of the 
company.  
Leverage has a negative and significant coefficient on the profitability of the company. The results of 
this study are consistent with previous studies conducted by Murhadi (2013), Enqvist et al (2012), 
Nilmawati (2011), Raheman et al (2010), Mathuva (2010), Raheman and Nasr (2007) and Jayarathne 
(2014). Murhadi (2013) suggested that high debt will increase interest expense which can lead to the 
possibility of bankruptcy is greater than the tax benefits received by the company. 
 
5. Conclusion 
In this paper, four models developed to make an empirical research on the associations between 
working capital management with firm‟ s performance (profitability).  Based on the test results in 
models 1, 2, 3, and 4 by using the F test result, the variables used in each of these models 
simultaneously and significant effect on profitability the company. While based on the results of 
hypothesis testing using t test, the results showed that only the independent variable APP, ACP and 
control variables (leverage /DR) give significantly influence the profitability of the company. Based 
on the results of this study indicate that the profitability of the company depends on the effective 
management of working capital. Therefore, companies should focus on reducing the cash conversion 
cycle by collecting receivables as soon as possible and slow down payment of debt to invest in prior 
to the short-term investment more profitable. This will cause the company's cash conversion cycles 
are getting shorter and the increased profitability of companies that can maximize shareholder value 
and has a good chance. In this study, there are limitations that can be considered for further research. 
Therefore, further research is expected to do research with a longer period to obtain more accurate 
results. 
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